INTRODUCTION
(bankruptcy law "demands renewed consideration in the light of mushrooming wage-earner bankruptcies and the dawning recognition that it is a worthy objective limit the ability of some consumers to obtain debt relief in bankruptcy. 2 A prominent argument in this debate is that generous bankruptcy relief leads to higher interest rates and reduced access to credit. This claim is intuitively appealing. If bankruptcy leads to more losses, creditors should be less willing to lend. Because bankruptcy is federal law and has offered roughly the same protection for over one hundred years, 3 economists cannot easily measure bankruptcy's effect on credit markets or even prove the existence of this effect to those who doubt the validity of economic reasoning.
Economists can, however, measure the impact of one component of bankruptcy law: property exemptions. Since 1898, American bankruptcy law has allowed each state to effectively determine the exemptions that are available to its residents in bankruptcy, 4 and exemption regimes vary greatly from state to state. For example, a married couple can exempt $75,000 of home equity in California, 5 $20,000 in Georgia, 6 and in Florida they can exempt all of their home equity regardless of the amount. 7 Though this variation appears extreme, it should not matter to a great many households. Like most forms of debt relief, exemptions only allow households to keep what they have, and many Americans borrow because they don't have assets. The difference between an exemption that allows a household to keep an unlimited amount of home equity and one that allows the household to keep "just" $75,000, or even $20,000, should have little or no effect on households without home equity or other substantial assets of the law to sustain the character of citizens rather than complacently collaborate in their demoralization"). 2 Bankruptcy Abuse Prevention and Consumer Protection Act of 2005 , Pub. L. No. 109-8, 119 Stat. 23 (2005 . 3 To be sure, bankruptcy has undergone important changes over the last century. See, e.g., David Skeel, Debt's Dominion: A History of Bankruptcy Law in America (2002) . However, since 1898 the most used bankruptcy chapter (first Chapter VII then Chapter 7): (1) offered consumers a discharge of nearly all debts without (until 2005) explicitly considering the consumer's income or expenses, and (2) allowed each state to effectively determine what assets the debtor must forfeit in bankruptcy by allowing the state to determine the exemptions available to the debtor. 4 In 1902 the Supreme Court ruled that this variation in exemptions did not violate the Constitution's requirement of "uniform" bankruptcy laws. Hanover Nat'l Bank v. Moyses, 186 U.S. 181 (1902) . 5 Cal. Civ. Proc. Code § § 703.110(a), 704.730 (Deering 2006) . California provides a homestead exemption of $150,000 for certain groups such as the elderly and the disabled. Id. 6 See Ga. Code Ann. § 44-13-100(a)(1) (2006) (providing a homestead exemption of $5,000). 7 Fla. Const. art. X, § 4(a)(1).
to exempt. Thus, very generous exemptions should have an uneven effect on households. Even if they affect the repayment behavior of households with substantial assets, they should have little or no effect on the poor. As a result, the exemptions should not affect the credit available to the poor unless the value of household assets changes markedly between the time of borrowing and the time of repayment.
Unfortunately, however, this is not what the empirical literature has found. Most studies make no attempt to differentiate the effect that exemptions have on the poor from the effect that they have on the wealthy, and those that do find results that are sharply inconsistent with expectations. In the earliest article to examine the impact of exemptions on credit markets, Professors Gropp, Scholz and White found that consumers who live in states with more generous exemptions pay higher interest rates and are more likely to be denied credit or discouraged from borrowing. 8 As the authors emphasize, 9 however, exemptions (even unlimited exemptions) seem to have the most striking effects on households with so little in assets that they could protect all of their wealth in nearly every state of their sample. 10 The general puzzle is not unique to this one study. Another study finds that homestead exemptions have a very pronounced effect on entrepreneurs who do not own a home. Supply and Demand, 112 Q.J. Econ. 217 (1997) . 9 Id. at 234 ("Thus, it appears that the bankruptcy exemption is strongly correlated with the probability of being turned down for credit or discouraged for borrowing, particularly for low asset households."). 10 Id. at 230 n.3 (defining the lowest quartile of households as those with total assets of less than $7,885). According to the variables employed by Gropp, Scholz and White, no more than three states in their sample had exemptions lower than this amount. Id. at 228-29. There are no observations from Delaware in the data-set used by Gropp, Scholz and White. In addition, one can reasonably question whether even these three states had exemptions of less than $8,000. For example, Gropp, Scholz and White list Iowa as offering a homestead exemption of just $500, but this limit applied only if the lot on which the house sits is larger than Ω acre in a city or 40 acres elsewhere. Iowa Code Ann. § § 499A. 18, 561.2, 561.16 (1983) . The states that they list as having unlimited exemptions contain similar acreage restrictions. See, e.g., Fla. Const. art. X, § 4(a)(1) (restricting a homestead to Ω acre in a municipality and 160 acres outside the municipality). Rather than revisit each exemption value they employ, this article tests the robustness of their results by employing an alternative measure of exemptions. 11 See Wei Fan & Michelle J. White, Personal Bankruptcy and the Level of Entrepreneurial Activity, 46 J.L. & Econ. 543, 560-62 (2003) . Perhaps there are better explanations for this result than for the more general puzzle. For example, some states allow non-homeowners to use some or all of the homestead exemption on other property, and perhaps their results were picking up this effect. However, some
One should hesitate before dismissing empirical results that conflict with theory; perhaps large exemptions affect the poor for some reason. It is quite difficult to identify a plausible reason why large exemptions affect those without assets, however, suggesting that the regressions may not measure the effects of exemptions alone. The regressions may also measure the importance of some omitted variables that are correlated with exemptions. Significantly, Professor Villegas uses the same 1983 dataset used by Gropp, Scholz and White to test whether various non-bankruptcy collection limitations affect credit markets, and found that they do.
12 At a minimum, these variables should be included in the regressions.
13
The complexity of debtor-creditor law makes it unlikely that any set of variables could fully capture the differences in state law. Debt collection is a low-margin industry, and thus, even laws that make it slightly more expensive to serve process or to litigate a claim may reduce collections. 14 More troubling is the fact that some variation in the law is not recorded in statutes and thus is not readily observable. Bankruptcy scholars argue that "local legal cultures" cause great disparities in bankruptcy practice despite a national bankruptcy law, 15 and similar cultures may affect the practice of debt collection in the various states. Unfortunately, the existing scholarship offers of the most generous homestead exemptions (in particular the notorious "unlimited" homestead exemptions) cannot be applied to other property. I co-authored a prior study that suggests that exemptions may have a disproportionate impact on lowerincome Americans, a result that is particularly striking because the regressions included fixed state effects. no unambiguous variable that summarizes this local legal culture in a way that could be included in a regression. 16 This essay suggests two proxies for these other differences that assume that the generosity of debt relief is correlated with ideology.
This essay finds that prior empirical results of the effect of exemptions on credit markets do not change significantly when one includes a host of variables designed to capture other aspects of debtor-creditor law. Unfortunately, this also means that the added variables fail to explain why exemptions appear to have a disproportionate effect on those whom they should affect the least. Clearly, more research must be done to resolve this puzzle, but until such time policymakers should use the results of empirical studies of exemptions with some caution. The recent bankruptcy reforms place a $125,000 ceiling on a homestead exemption if the debtor purchased the home within the last few years, 17 and there are calls to place an extremely large ($300,000) cap on homestead exemptions for all bankrupt debtors.
18
While there may be legitimate grounds for capping exemptions, scholars should be reluctant to conclude that these very high caps will significantly increase the credit available to the poor because the poor do not have home equity to exempt. Creditors themselves seem to believe that very large or "unlimited" exemptions are likely to have little effect on the behavior of most Americans. In the long debate over bankruptcy reform, creditors expressed almost no interest in reforming exemptions and actually opposed caps on homestead exemptions in an effort to limit opposition to the legislation.
19
Part I provides a brief overview of debtor-creditor law. Part II reviews the 16 The proof offered of this local legal culture is the inability to explain differences in filing rates and other bankruptcy choices with observable variables such as exemptions and the unemployment rate. prior literature on the effect of debt collection limitations on credit markets. Part III discusses possible reasons why large exemptions appear to affect the credit available to those with little or no assets. Part IV presents the empirical tests. Part V concludes.
I. A BRIEF INTRODUCTION TO THE LAW OF DEBT COLLECTION
Most Americans who do not repay their debts do not file for bankruptcy, 20 and bankruptcy is but one component in a larger system of debt relief. 21 Of most salience to economists are those non-bankruptcy laws that affect the ability of a creditor to seize assets of the debtor in satisfaction of its claim. If the creditor did not bargain in advance for a security interest, the creditor must sue the debtor in state court before it can attach the debtor's property. 22 The creditor will often be able to add the cost of filing suit and serving process to the amount owed by the debtor, 23 though this right will mean little if the creditor cannot even collect on the original debt. As a result, many creditors may abandon collection efforts without seeking a judgment.
Even if the creditor does obtain a judgment, it must find assets to attach. Federal and state laws, such as the famous "unlimited" homestead exemption in Florida, 24 will exempt some of the debtor's assets from attachment, and other assets are likely to be pledged as collateral or hidden from the creditor. Transaction costs may make those assets that are available difficult to convert into cash. Any cash owned by the debtor is likely to be in the hands of a third party in the form of bank deposits or unpaid wages. The creditor may be able to reach these assets through garnishment, but here, too, the law affords the debtor some protection. Federal law limits wage garnishment to twenty-five percent of the debtor's take-home pay or the amount by which the debtor's take-home pay exceeds thirty times the federal minimum wage, which ever is lower, 25 with some states providing further protection or prohibiting wage garnishment entirely.
26
Sometimes a creditor bargains in advance for the right to seize specific assets if the debtor defaults. For example, the home equity lender bargains for the right to seize the home, and the auto title lender bargains for the right to seize the car. State laws limit the ability of a creditor to foreclose on some types of collateral, however, either by requiring a lengthy process or by allowing the debtor to redeem the collateral many months after the foreclosure is completed. 27 Other states prohibit the creditor from seeking a judgment against the debtor if the collateral does not yield sufficient funds to repay the claim in full, at least if the debtor makes use of the most expeditious methods of foreclosure.
28
The data used by Gropp, Scholz and White and by Villegas (and the data used in this essay) was collected in 1983, and so one must pay special attention to Federal Trade Commission regulations that went into effect in 1985. Prior to 1985 some states allowed debtors to agree in advance 24 This law contains no dollar limit, but does limit the amount of land that can be included in the homestead. Fla. Const. art. X, § 4(a)(1 to confess their liability in a lawsuit, 29 to waive property exemptions, 30 and to irrevocably assign their wages to a creditor. 31 Today FTC rules prohibit each of these. 32 Similarly, debtors can no longer grant a security interest in household goods except to a creditor who has lent the money used to purchase these goods. 33 Finally, the FTC now limits the ability of a creditor to charge late fees and requires that creditors provide notice of a cosigner's liability. 34 One recent paper suggests that the use of state collection proceedings may be falling, at least relative to the use of bankruptcy. 35 Other research suggests that few bankrupt debtors have been subject to garnishment or asset seizure, 36 though this last point is subject to some dispute. 37 Regardless, it seems that many creditors rely heavily on non-judicial collection techniques such as telephone calls and dunning letters that try to persuade the debtor to repay. Federal law places some limits on these techniques, 38 but much of this law does not apply if the original creditor retains its claim, 39 and debtors will sometimes look to the laws provided by their individual state for protection. The protections afforded by state and federal non-bankruptcy law are not strong enough for some debtors, and they file for bankruptcy. About seventy percent of bankrupt consumers choose Chapter 7, though this percentage varies substantially from district to district. 41 an immediate discharge of most debts, and though high-income debtors are now subject to a means-test, 42 this was not true in 1983. 43 In exchange for the discharge, the consumer is asked to forfeit any assets not made exempt by state or federal law. The exemptions available in bankruptcy are generally the same as those available in a state-law collections proceeding, 44 though some states allow their debtors to choose certain bankruptcy-only exemptions when they file. 45 Because the exemptions are generous relative to the assets of debtors in financial distress, 46 less than five percent of bankrupt debtors forfeit assets to their general creditors. 47 Debtors may, however, lose assets to their secured creditors as Chapter 7 will, at most, delay foreclosure. The secured creditor is entitled to interest during this delay as long as the debtor has any equity in the collateral. 48 In theory, the debtor can redeem the collateral by paying the lesser of the creditor's claim or the fair market value of the collateral, but few debtors have the cash necessary to do so. 49 Debtors who wish to retain non-exempt assets or assets pledged as collateral may fare better in Chapter 13. Debtors can retain assets pledged as 1990-2004, per Quarter, available at http://www.abiworld.org/Content/Content Groups/Online_Resources1/Bankruptcy_Statistics3/Statistics_General/Non-business_ Bankruptcy_Filings_by_Chapter_(1990 -2005 collateral by promising to pay the lesser of the amount owed to the secured creditor or the value of the collateral over three to five years. 50 Debtors can retain non-exempt assets as well if they promise to repay an amount equal to the value of these non-exempt assets. 51 Today the debtor may also be forced to promise to repay an amount equal to her "projected disposable income" over three years, 52 but this provision was not yet in effect in 1983.
II. PRIOR LITERATURE
According to economic theory, laws that make it much more difficult for a creditor to collect should have a measurable impact on credit markets. If creditors find it more difficult or more expensive to collect unpaid debts, the rate at which they must charge-off loans as uncollectible should rise. These losses should make creditors less willing to lend at any given interest rate if they are willing to lend at all. Limitations on debt collection should reduce the supply of credit. A world in which households are not subject to harsh collection methods should make default less painful and thus make households willing to risk default by borrowing more at any given interest rate. Limitations on debt collection should increase the demand for credit.
These supply and demand effects should, on balance, lead to a higher interest rate, though their effect on the quantity borrowed is uncertain because they work against each other. At least since the 1970s and 1980s a number of papers have tested these hypotheses by looking at non-bankruptcy collection laws and credit markets in different states. 53 In one of the most recent papers in this field, Professor Villegas uses the 1983 Survey of Consumer Finance to examine the impact of several restrictions on creditor remedies made more uniform by Federal Trade Commission regulations that went into effect in 1985. 54 He focuses on the effect that these restrictions had on the amount of short-term credit borrowed, reasoning that restrictions that increase the amount borrowed are beneficial because they make borrowing more attractive to consumers even after the creditors passes on the additional costs that the restrictions impose. He found 50 11 U.S.C. § 1325(a) (5) but of most relevance here is the first article to address the impact of property exemptions on credit markets. In 1997, Gropp, Scholz and White used the same data-set used by Professor Villegas, the 1983 Survey of Consumer Finance, 60 to examine whether property exemptions affect credit markets. They found that residents of states with larger exemptions are more likely to (1) have been turned down for credit or discouraged from applying for credit, and (2) pay higher interest rates. They also found that the exemptions affect the total amount borrowed, though the direction of this effect depends on the amount of the consumer's assets. Larger exemptions lead to more borrowing by households with significant assets and less borrowing by households without significant assets.
Unlike most other studies of exemptions, Gropp, Scholz and White explicitly test whether exemptions affect the rich and the poor differently.
61 They find that exemptions (even marginal differences in very large exemptions) have the most dramatic effect on households with less than $7,885 of total assets. 62 For example, exemptions greatly affect the interest rates paid by those with assets totaling less than $7,885, but have no statistically significant effect on the rates paid by households with assets 55 Id. at 61 (finding that restrictions on security interests in household goods and restrictions on garnishment increased borrowing totaling more than $48,535.
63 If a household has less than eight thousand dollars in assets, it is puzzling why either the household or the creditor would care if the exemptions were unlimited or "merely" $70,400. 64 In either case the household could keep all that it has. Gropp, Scholz and White recognize that very large exemptions should not affect the demand for credit of low asset households, 65 but make no attempt to explain why large exemptions should affect the supply of credit available to these same low asset households.
III. WHY DO LARGE EXEMPTIONS APPEAR TO AFFECT THE POOR?
There are at least seven possible explanations for why very large exemptions appear to affect households without significant assets to exempt. First, creditors may believe that generous exemptions will affect the behavior of low-asset households even though this belief is mistaken. This belief will lead them to charge too much in states with large exemptions and too little in states with low exemptions. However, this explanation is inconsistent with competitive lending markets. Mistaken creditors should quickly be driven from the market as they will lose money when they charge too little and will lose business when they try to charge too much.
Second, creditors may simply fail to recognize that a household has so little in assets that it could exempt all of its wealth in nearly every state in the union. This explanation is implausible, however, because households with substantially greater assets have a much easier time obtaining credit, suggesting that creditors are able to distinguish between the poor and the affluent. Even if there is some uncertainty in the creditor's mind, it is not plausible that a creditor will mistake someone with no home or other significant assets for someone likely to exempt tens of thousands of dollars of home equity.
A third possibility is that even if a household lacks sufficient assets at the time of borrowing to use a generous exemption, the creditor may believe that the household will acquire sufficient assets prior to default. The literature has focused heavily on the ability of a debtor to plan for bankruptcy by acquiring non-exempt assets just prior to filing. Most discussions of pre-bankruptcy 63 Id. at 244. 64 Id. (reporting that the largest observed value of an exemption with a dollar limit was $70,400). 65 Id. at 231 ("In the extreme case of households that will never have assets, the bankruptcy exemption will not affect demand for credit because there is (and will be) nothing for these households to shelter in bankruptcy.").
planning focus on debtors who sell non-exempt assets and use the proceeds to purchase exempt assets. 66 The low asset households lack significant assets of any type, however, and thus would have to borrow money to buy exempt assets. This task is risky because bankruptcy courts view such borrowing as a "badge of fraud" and may deny the debtor's discharge. 67 Courts also look askance at debtors who appear too greedy by gathering large sums of money on the eve of filing, 68 thereby reducing the likelihood that low asset households could accumulate the sums necessary to make the exemption limits relevant. Aside from the legal limitations, lenders will be reluctant to lend large sums on an unsecured basis to a debtor in financial distress. A review of the case law produces few, if any, instances of debtors who successfully borrow very large amounts in order to accumulate exempt property prior to discharge. In addition, if one truly believed that there were no effective legal or practical limits on pre-bankruptcy planning, then it would be hard to understand why any differences in exemptions would be relevant. The debtor's home state exemptions would not matter if the warm sands and unlimited exemptions of Florida and Texas await.
69
The household may acquire sufficient assets after incurring the debt but prior to the eve of default. Unless the term of the loan is extremely long, however, it is implausible that many low asset debtors would accumulate the tens or hundreds of thousands of dollars of wealth necessary to make the "unlimited" exemptions relevant. Thus, it is quite surprising that Gropp, Scholz and White found that exemptions have a marked effect on the terms of moderate-length loans, such as automobile loans, that are offered to the poor. 70 In addition, prior research suggests that few bankrupt debtors are able L. No. 109-8, 119 Stat. 23 (2005) . 70 Perhaps mortgages are of sufficient length to allow a small number of low asset households to accumulate sufficient assets. However, there are strong theoretical reasons to believe that mortgage lenders will not be harmed by large homestead exemptions. Because the mortgage is effectively senior to the homestead exemption, the exemption only affects the mortgage lender through transactions costs. See Berkowitz & Hynes, supra note 11. The effect of the transactions costs is theoretically to exempt significant assets. One study suggests that the median home equity exempted by homeowners in bankruptcy in 1991 was just $5,500 despite the fact that every state in the study allowed households to exempt substantially more than this amount, and the median home equity for all United States households (including the solvent) was $43,078.
71
A fourth possible explanation is that the results are caused by the timing of the measurement of assets. The Survey of Consumer Finance records the household's assets at the time of the survey, after the household has made its borrowing decisions. A household that has borrowed less or has been denied credit will have less cash with which to buy assets, meaning that the dependent variables may affect at least one independent variable, the household's assets. 72 For example, households that cannot obtain a mortgage are unlikely to buy a home and their total assets will be lower. This effect may cause exemptions to appear to affect the poor most strongly by concentrating those who have been denied credit at the bottom of the asset distribution.
To test the significance of this problem, this essay will use household income as a proxy for household wealth. Household income is strongly ambiguous, as large homestead exemptions may allow the household to avoid paying unsecured debt and thus be better able to repay the mortgage, but might also cause the household to file for bankruptcy and thus delay a foreclosure. Note, however, that a large homestead exemption would only cause the household to file for bankruptcy if the household has home equity to exempt. In this case, the mortgage lender is entitled to interest to compensate for the delay in foreclosure. 11 U.S.C. § 506(b) (2005) . The empirical literature on this question is mixed with one study finding that larger homestead exemptions decrease the probability that a mortgage application will be denied and another finding that large exemptions increase this probability. See Berkowitz & Hynes, supra note 11; Lin & White, supra note 58. 71 See Sullivan, Warren & Westbrook, supra note 46, at 221. This study included bankrupt debtors in California (homestead exemption of $50,000 for a single individual and $75,000 for a married couple), Illinois (homestead exemption of $7,500 for a single individual and $15,000 for a married couple), Pennsylvania (allowed use of federal exemptions, $7,500 for a single individual and $15,000 for a married couple), Tennesee ($5,000 for a single individual and $7,500 for a married couple) and Texas (no dollar limit on the homestead exemption). 72 In their article, Gropp, Scholz and White define total assets as the sum of financial assets and net equity in real assets such as the home. See Gropp, Scholz & White, supra note 8, at 230 n.23. This presents a slightly different endogeneity problem because a household that obtains a home equity loan for a vacation will reduce its assets. However, correspondence with the authors suggests that this description was in error and that the actual variable used contains the total value of real assets regardless of the amount of debt secured by such assets. The summary statistics that they report suggest that this is likely the case. Both definitions were tried, and the difference did not materially affect the results.
correlated with household wealth but should be less affected by the amount of debt that the debtor incurs. Debt may, of course, have some effect on the household's income. Individuals with significant debt may choose to work harder so that they can earn more income to repay this debt. 73 Households that use the added debt to purchase business assets may be able to earn a higher income. The magnitude of these effects should be far less than the effect on household assets, and it is unlikely that this effect should be sufficiently large to shift households into another income quartile.
A fifth possible reason is that exemptions may affect the perceived generosity of debt relief even if they have no effect on the actual relief offered to low asset households. For example, low asset households who live in states with very large exemptions may be more likely to see news stories of celebrities retaining mansions in bankruptcy and may thus be more likely to realize that bankruptcy can help them escape their debts. Even if exemptions do not affect the amount collected from low asset debtors in bankruptcy (these debtors never have non-exempt assets), the exemptions may affect the willingness of low asset debtors to declare bankruptcy. Fearing these additional defaults, lenders may be less willing to lend to the poor when exemptions are generous. This explanation is theoretically possible, but the empirical support for a relationship between exemptions and filings is mixed at best. Some studies find a positive relationship between the bankruptcy filing rate and the generosity of exemptions, 74 but many others 73 To the extent that a debt must be repaid, a worker keeps the last dollar that she earns and the debt does not change the price of leisure relative to work; there is no substitution effect. The debt does, however, make the worker less wealthy and thus may cause the worker to work more because she values each dollar of income more highly. Of course, if it becomes obvious that the debt will never be repaid and any additional money earned will simply be used to repay the creditor, the incentive to work will decline. . Most studies focus on the effect of exemptions on the bankruptcy filing rate, but one study was able to examine the effect on the default rate and found that find no relationship or even a negative relationship. 75 Moreover, these studies also fail to explore whether generous exemptions have a disparate effect on those who actually have assets to exempt.
76
A sixth possible explanation for the disproportionate effect on low asset debtors is that other debtors are so unlikely to default that the effect of the exemptions cannot be measured. That is, the exemptions may affect the behavior of households with significant assets, but we cannot measure this effect with the data that we have. Note, however, that this can serve as at most a partial explanation, as it does not explain why exemptions affect those with nothing to exempt. In addition, this explanation runs counter more generous exemptions are correlated with higher default rates. This definition subtracts the debtor's non-exempt assets from total debt, and thus it is impossible to discern the effect of the exemptions from the effect of a high level of debt.
to empirical studies that suggest that bankruptcy is largely a middle class phenomenon.
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Finally, the coefficients on the exemptions variables may not measure the importance of exemptions. Rather, they may measure the importance of variables that are correlated with exemptions but more plausibly have a disproportionate effect on the poor. The laws studied by Professor Villegas (restrictions on security interests in household goods, wage assignments, etc.) provide obvious candidates for inclusion in the regressions. They do not, however, exhaust the list of differences in state collection laws or practice. Empirical studies of exemptions routinely exclude exemptions of low-value assets such as clothing or furniture because these exemptions often contain no explicit limits and are difficult to value. 78 It is difficult to believe that bankruptcy trustees seize these items, but it is at least possible that individual creditors threaten to seize these items in a state proceeding to convince the debtor that a failure to pay will have dire consequences.
A full account of all laws that affect credit markets would include more variables than are possible to test with the data available, and some elements of the law cannot be easily reduced to a variable. For example, scholars report persistent and significant differences in local bankruptcy practice that cannot be explained by economic or legal factors. 79 Judges and the local bar are said to use the discretion afforded to them to significantly shape bankruptcy practice according to their preferences. Non-bankruptcy collection law may afford judges and attorneys similar discretion. For example, several states allow judges to increase the amount exempt from wage garnishment if the debtor needs more income to support a family. 80 Unfortunately, it is virtually impossible to measure these other variables directly, and the proxies offered by the literature (the bankruptcy filing rate or the choice of bankruptcy chapter) are sometimes interpreted to represent other factors such as the stigma of bankruptcy or the willingness of debtors to file. 81 This essay examines these proxies, but also searches for alternative proxies that assume that politics plays a role in these omitted variables. addition to picking up small differences in the law, politics may play a role in explaining judicial preferences. In many states judges are elected; in others they are appointed by elected officials. Because liberal members of Congress were more likely to oppose the recent bankruptcy reforms, 83 one might posit that liberal states would be friendlier to debtors. However, some states, like Florida and Texas, have a strong reputation for being "debtor friendly" but not for being liberal; perhaps their debt relief represents the populism of an earlier era. As a result, this essay will include two proxies for politics: a measure of how liberal a state is and a measure of the level of populism at the beginning of the twentieth century.
IV. EMPIRICAL TESTS
Most of the data used in this essay is drawn from the 1983 Survey of Consumer Finance, which provides detailed financial information on 3,665 households from 37 states and the District of Columbia. 84 The Survey of Consumer Finance also provides economic information about the area in which the household is located, such as the county unemployment rate and the degree of concentration in the local banking market.
Exemption laws are quite complicated, and any measure of their generosity requires several debatable assumptions. 85 were obtained from the Mortgage Guaranty Insurance Corporation. 92 Political variables were obtained from the political science literature. 93 Other collection limitations, including restrictions on wage assignments and security interests in household goods are drawn from the same Federal Trade Commission survey used by Professor Villegas.
94 Because a few errors were noted in this survey's summary of garnishment laws, 95 a new survey was conducted using the annotated code of each state. The number of bankruptcy filings per thousand people and the percentage of bankruptcies filed under Chapter 13 were taken from the American Bankruptcy Institute. Table 1 presents a summary of these collection laws and the variables used. Table 2 presents summary statistics for the variables used in the regressions.
A. Does Debt Relief Cause Households to Be Credit Constrained?
This essay first examines the probability that a household will be credit constrained. Following Gropp, Scholz and White, a household is deemed credit constrained if it is discouraged from borrowing because it believes that it would be denied credit or if it is actually denied credit and does not successfully reapply for the same or greater amount of credit from another source. Six hundred thirty-one households met this definition.
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Column 1 of Table 3 presents the results of a probit regression (with robust standard errors clustered by state) that replicates Gropp, Scholz and White's basic finding that households in states with larger exemptions are more likely to be credit constrained than those with smaller exemptions. Other variables from this study that were employed by Professor Villegas were excluded from the reported regressions of this essay because they were deemed unlikely to be important or had very little state variation. These variables included restrictions on confession of judgment, pyramiding of late charges, attorney's fees, wage assignments, deficiency judgments and waivers of exemptions. 95 For example, the report did not list Pennsylvania and South Carolina as prohibiting garnishment. 96 If one does not account for the possibility that the household can reapply for credit, 727 households are debt constrained. The results of this essay are not sensitive to this specification. 97 A number of variables included in the regression are excluded from Table 1 to In short, their result is robust against the inclusion of other limitations on debt collection, usury ceilings, and proxies for the legal culture of each state.
98 As in their paper, the exemption variable is divided into quartiles with the largest quartile representing unlimited exemptions and the smallest quartile omitted from the regression. The coefficients on the exemption quartiles are positive, suggesting that households which have access to these exemptions face a larger probability of being credit constrained than those who face the lowest exemptions. As in Gropp, Scholz and White's study, only the coefficient on the unlimited exemptions is statistically significant at the ten percent level. Column 2 demonstrates that the general result is robust against the measure of exemptions employed by Hynes, Malani and Posner, and an omitted regression found the results robust against the use of the homestead exemption of 1920.
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Unfortunately, the results are too consistent with those of Gropp, Scholz and White, and the finding of a disproportionate impact on the poor remains. Though Gropp, Scholz and White did not formally test whether larger exemptions substantially increase the probability that a low asset household will be credit constrained, they provide a graph that shows that low asset households in states with unlimited exemptions face a higher probability of being credit constrained than low asset households in states with very small exemptions. 100 To test the disparate impact on rich and poor more formally, this essay employs the same technique as used by Gropp, Scholz and White in their examination of the effect of exemptions on total borrowing and interest save space. All regressions also contained the following variables: age of head of household, age of head of household squared, years of schooling completed, household income, household income squared, total household assets, a dummy for a married head of household, persons in household, dummy for non-white head of household, dummy for household located in Northeast, Midwest, South, Rural area, average income of household's profession, herfindahl index for financial institutions (a measure of market concentration), years working at current employer, statewide branch banking, no multi-state bank holding companies, county unemployment and a constant. Complete results are available from the author. 98 Excluding the bankruptcy filing rate and the percentage of bankruptcy filings in Chapter 13 does not materially affect the results. The coefficients on the other variables remain substantially the same and the same coefficients remain statistically significant. These variables are excluded from most models because large bankruptcy exemptions are alleged to raise the interest rate and cause more debtors to choose Chapter 7. Thus, including these variables in the regression could bias the results against finding a significant effect on exemptions. 99 The coefficient on the continuous measure of this exemption was positive and significant at the one percent level; the coefficient on the dummy for an unlimited exemption was positive but is not statistically significant. 100 See Gropp, Scholz & White, supra note 7, at 231.
rates. Households are divided into four quartiles based on their total assets. A dummy for each quartile is then crossed with the exemptions expressed as a continuous variable (with unlimited exemptions set equal to zero) and then also crossed with a dummy variable equal to one if the state offers an unlimited exemption. Column 4 of Table 3 presents the results.
Column 4 suggests that exemptions only increase the likelihood that households with very low assets will be credit constrained; the coefficient on exemptions is positive and significant only for households with the least amount of assets. In fact, larger exemptions seem to reduce the likelihood that wealthier households (those in the third and fourth quartile) will be denied credit. Unfortunately, these disparate effects are robust against different specifications of exemptions, 101 different cut-offs for asset quartiles, 102 and different measures of assets.
103 Column 5 demonstrates that this result is even robust against the use of income quartiles as a proxy for asset quartiles, 104 suggesting that the puzzle is not caused by the timing of the measurement of assets.
Not only do the new variables fail to resolve this puzzle, they also perform fairly poorly as an explanation for why some households are credit constrained. Consistent with theory, the coefficient on wage assignment is positive and statistically significant in every reported regression. The coefficient on ideology is also positive and significant in five of the six regressions, suggesting that politics may play a role in setting some aspects of debtor-creditor law that are not captured by the other variables. However, the bankruptcy statistics and most of the other legal variables are not significant, and the coefficient on the restriction of security interests in household goods has the "wrong" sign. One possible explanation is that lenders who do not use this remedy are more likely to deny credit because they are at a disadvantage compared to those who are willing to use this remedy. It is also possible, however, that this result represents an error in the data 105 or co-linearity with other variables.
B. Does Debt Relief Lead to Higher Interest Rates?
Economic theory predicts that generous debt relief should lead to higher interest rates by reducing the supply of credit and increasing demand for credit. Table 4 presents the results of Heckit regressions that test this result using a sample of households that purchased a car in 1982 or in the first quarter of 1983 and financed their purchase with a loan from a commercial bank, savings and loan or credit union. As in Gropp, Scholz and White's study, the first stage of the Heckit model seeks to explain which households purchase a car with credit obtained from one of the specified financial institutions, while the second stage seeks to explain the interest rate that they pay. Though Model 1 of Table 4 includes a number of additional variables (other limitations on debt collection and political variables) not found in Gropp, Scholz and White's research, and excludes dummy variables representing the quarter in which the car was purchased from the selection stage of the Heckit model, 106 the results are generally the same. Larger exemptions seem to lead to higher interest rates and reduced probability of borrowing for those with few assets, but do not have a similar effect on those with sufficient assets to make use of the exemptions. Models 2 and 3 show that this result is robust against the use of income quartiles and the inclusion of bankruptcy statistics. An omitted regression found similar results when exemptions were measured in other ways.
Given the nature of the data, it is somewhat surprising that any of the variables had an effect on the interest rate. The unprocessed version of the Survey of Consumer Finance contains few observations in which the appropriate interest rate was reported; most interest rates were imputed. Though some interest rates may have been imputed by using the frequency and size of payments, the Federal Reserve reports that other rates were set by adding an error term to the average national interest rate on automobile loans reported in the Federal Reserve Bulletin. 107 No attempt was made to adjust the interest rate for state-specific conditions. For example, no account was taken of a state's usury ceiling, and many observations reflect rates well in excess of the legal limit at the time. 108 In short, future research should readdress the issue using better data.
C. Amount Borrowed
Finally, consider the effect of the debt relief laws on the amount borrowed. Professor Villegas focused primarily on this question, reasoning that beneficial laws would increase borrowing and harmful laws would decrease borrowing.
109 Yet this test is not dispositive. Some have argued that debtors fail to consider debt relief laws when deciding how much to borrow and that therefore almost any decline in debt relief will increase borrowing. 110 Even if this theory is incorrect and the only market failure is the cost of contracting, a beneficial law could lead to a decline in borrowing.
111 Still, the effect on total borrowing may prove somewhat instructive for policy analysis, and so this essay briefly presents the results of a basic estimation. Table 5 presents the results of a Heckit model of the total amount borrowed by a family. 112 The results are consistent with those of Gropp, Scholz and White. Exemptions seem to lower the amount borrowed by lower income households and reduce the probability that they will borrow anything at all. By contrast, exemptions seem to increase borrowing by wealthier households. Hynes & Posner, supra note 53, Gropp, Scholz and White use a more complicated model that separates the selection effect into two to determine if (1) the households desire to incur any debt, and (2) if the households are credit constrained. This essay uses the more simple model both because of convenience (the statistical package used did not contain the more complicated model) and because all of the factors in Gropp, Scholz and White's regressions that determine how much a household borrows also determine whether the household borrows.
This result is robust against different measures of the exemption and the use of income as a proxy for assets. Note that other limits on debt collection seem to have some effect on the amount borrowed as does the ideology variable, suggesting that there are important legal or political factors that are not captured by previous measures of the ability of a creditor to collect.
V. CONCLUSION
Economists commonly assert that debt relief comes at a cost. Laws that provide debt relief do so by limiting the ability of creditors to collect, and thus these laws should make creditors less willing to lend. Professors Gropp, Scholz and White supply important empirical support for this claim by demonstrating that households in states with larger bankruptcy exemptions pay higher interest rates and are more likely to be denied credit. This essay tests whether their results are robust against the inclusion of other laws that limit debt collection, and finds that they are. Unfortunately, the results of this essay are too consistent with those found by Gropp, Scholz and White, and an important puzzle remains. Though general regressions yield coefficients consistent with theory, regressions that try to differentiate the effect that exemptions have on different classes imply that the exemptions have the greatest effect on those who should be affected the least, those without the assets necessary to make marginal differences in exemptions relevant. One possible explanation for this puzzle is that the coefficients on exemptions are picking up the effects of other variables that are correlated with exemptions. Unfortunately, however, this essay could not identify these other variables, and further research is needed. Until such time, however, policy-makers should be cautious in interpreting studies of exemptions as implying that marginal changes in exemptions will have a significant impact on credit markets. 
